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Abstract. The federal government’s role in financing school construction and renovation continues to be an issue 
in the 109th Congress, although school construction has generally been considered a state and local responsibility. 
According to the National Center for Education Statistics (NCES), the unmet need for school construction 
and renovation is estimated to be $127 billion, a higher amount than the Government Accountability Office 
(GAO, formerly the General Accounting Office) previous estimate of $112 billion using a similar methodology. 
NCES indicates that threequarters of the nation’s schools report needing funds to bring their buildings into a 
’’good overall condition.” The Department of Education (ED) has documented that the average age of a public 
school building is estimated at 42 years, an age when schools tend to deteriorate. Indirect federal support for 
school construction is currently provided by exempting the interest on state and local governmental bonds from 
federal income taxes, as well as other tax code provisions. P.L. 106-554 provided direct funding of $1.2 billion 
for emergency school renovation and repair. The No Child Left Behind Act (P.L. 107-110 increased funds for 
Impact Aid construction and established a credit enhancement plan for charter school construction. P.L. 107-16, 
the Tax Relief Reconciliation Act of 2001, aided tax-exempt bond financing by loosening arbitrage rebate rules 
and by expanding the definition of private activity bonds. P.L. 108-311 extended Qualified Zone Academy Bonds 
through 2005. In the wake of hurricane Katrina an estimated 400 schools need to be rebuilt in Louisiana and 
Mississippi. S. 1765 and S. 1766 were introduced to authorize grants for schools affected by Katrina for repair, 
alteration and construction, as well as help with the influx of displaced students entering other schools. See 
sections on Legislative Action and Legislation in the 109th Congress for updated legislative activity. 
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Summary 



The federal government’s role in financing school construction and renovation 
continues to be an issue in the 109 th Congress, although school construction has 
generally been considered a state and local responsibility. According to the National 
Center for Education Statistics (NCES), the unmet need for school construction and 
renovation is estimated to be $127 billion, a higher amount than the Government 
Accountability Office (GAO, formerly the General Accounting Office) previous 
estimate of $112 billion using a similar methodology. NCES indicates that three- 
quarters of the nation’s schools report needing funds to bring their buildings into a 
“good overall condition.” The Department of Education (ED) has documented that the 
average age of a public school building is estimated at 42 years, an age when schools 
tend to deteriorate. Indirect federal support for school construction is currently 
provided by exempting the interest on state and local governmental bonds from federal 
income taxes, as well as other tax code provisions. P.L. 106-554 provided direct 
funding of $1 .2 billion for emergency school renovation and repair. The No Child Left 
Behind Act (P.L. 107-1 10 increased funds for Impact Aid construction and established 
a credit enhancement plan for charter school construction. P.L. 107-16, the Tax Relief 
Reconciliation Act of 2001, aided tax-exempt bond financing by loosening arbitrage 
rebate rules and by expanding the definition of private activity bonds. P.L. 108-311 
extended Qualified Zone Academy Bonds through 2005. In the wake of hurricane 
Katrina an estimated 400 schools need to be rebuilt in Louisiana and Mississippi. S. 
1765 and S. 1766 were introduced to authorize grants for schools affected by Katrina for 
repair, alteration and construction, as well as help with the influx of displaced students 
entering other schools. See sections on Legislative Action and Legislation in the 109 th 
Congress for updated legislative activity. 



Legislative Action 

The ESEA reauthorization, the No Child Left Behind Act, P.L. 107-110, contained 
a cursory reference to school renovation in general; but, it did include enhanced credit 
provisions for construction under an expanded charter school demonstration program, 
and provided for school facility emergency repair and modernization under Impact Aid 
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construction. The Labor, Health and Human Services, Education and Related Agencies 
Appropriations for FY2006 (H.R. 3010/P.L.109-149) provided $17.8 million (excluding 
the across-the-board rescission) for Impact Aid construction. The final FY2006 
appropriation provided $36.6 million (excluding the across-the-board rescission) for 
credit enhancement for charter school facilities, whereas the Senate Committee would 
eliminate funding for the program. 

Background 

One major issue of concern in the 109 lh Congress is whether the federal government 
should assume greater responsibility for school construction. Some argue that the federal 
government already provides indirect financial support for school construction by 
exempting the interest on state and local governmental bonds from federal income 
taxation, at a varying annual cost to the federal government. 1 The exemption allows 
bonds to be issued at lower interest rates that still provide competitive returns. In 
addition, the Taxpayer Relief Act of 1997 (P.L. 105-34) authorized tax credits for a new 
form of obligation called “Qualified Zone Academy Bonds (QZABs).” QZABs may be 
used for schools based in Empowerment Zones or Enterprise Communities, or with 35% 
of students qualified for free or reduced price lunches under the federal school lunch 
program. 2 QZABs were extended through calendar year 2003 by the Job Creation and 
Worker Assistance Act of 2002 (P.L. 107-147) and then through calendar year 2005 by 
the Working Families Tax Relief Act of 2004, P.L. 108-311. 

The federal government’ s direct role in financing elementary and secondary school 
construction began with Impact Aid laws in 1950. There were also some precursors to 
the Impact Aid legislation that provided funds for school construction. Some relief bills 
during the New Deal expanded definitions 3 of relief and public works to include school 
construction. However, there has been a gap in federal funding for a formal program for 
school construction, other than through the Impact Aid construction program, which has 
had a substantial reduction in funding in the past. 4 In the 103 rd Congress, the Education 
Infrastructure Act of 1994, Title XII of the ESEA, was enacted as a federal grant 
program for school infrastructure. The grant program was never funded. 5 



1 The total revenue loss on the outstanding stock of tax-exempt bonds was estimated in 2000 at 
$22.6 billion. The portion of that loss represented by construction bonds has not been calculated. 
See CRS Report RL30638, Tax-Exempt Bonds: A Description of State and Local Government 
Debt , by Steven Maguire. 

2 See CRS Report RS20606, Qualified Zone Academy Bonds: A Brief Explanation ', and CRS 
Report RS20699, Funding School Renovation: Qualified Zone Academy Bonds vs. Traditional 
Tax-Exempt Bonds, both by Steven Maguire. 

3 An extension of the Lanham Act (P.L. 137, 77 th Congress) authorized funds for and included 
school construction in the definition of “public works” projects. 

4 For further information on Impact Aid, see CRS Report RL3 1885, Impact Aid for Public K-12 
Education: General Overview and Current Status, by Rebecca R. Skinner and Richard N. Apling. 
Beginning with FY2002, Impact Aid construction increased from $12.8 million to $48 million 
in appropriations. 

5 The Infrastructure Act authorized direct federal grants for repair, renovation, alteration and 
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